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Annual Report 1977 
Canadian National Railways 


Dear Mr. Minister: 

The Board of Directors is pleased 
to submit the Annual Report 

of Canadian National Railways 
ikoleneTars 


In a period of internal transition, and 
despite generally adverse economic 
and market conditions, the thou- 
sands of dedicated men and women 
employed by CN have been able to 
improve the financial results of the 
Corporation while maintaining high 
standards of operating efficiency 
and customer service. This reflects 
great credit on all concerned. 


The cooperation of Government in 
developing new organizational and 
legislative arrangements concerning 
rail passenger and marine services 
is also acknowledged. 


Yours sincerely, 


Chairman 


SYSTEM 


Highlights 

1977 1976 
Financial Results 
Gross revenues $ 216567 ~$92 4545 
Income before interest on debt 184.1 141.9 
Total interest charges 154.8 129.0 
Income taxes gs! Aad 
Net income $ 28:0" S$ 11.8 
Capital Expenditures 
Total expended $. 3/1.4, ‘$409.8 
Capital value of leased assets $ 64 §$ 14.8 
Capital Structure 
Long-term debt > 2,000,09ezoee 2206 
Equity $1,598.3* 9.971;496.8 
Debt/Equity ratio 60/40 60/40 
Employees 
Average number of employees 78,671 80,073 
Average annual wage per 
employee nieafercteis) 95) jkeor: he} 


Note 


Dollars in all tables are expressed in millions except average annual 
wage per employee and Consolidated Financial Statements. 


THE YEAR IN REVIEW 


Canadian National earned a profit in 
1977 for the second consecutive 
year, continuing the steady improve- 
ment in the financial results that is 
part of the long term planning of the 
Corporation. 


Hard work and creative effort on the 
part of CN personnel were largely 
responsible for these achievements. 


Despite slow economic growth and 
intensified competition in most of its 
markets, CN had a net income after 
interest of $28.0 million. This com- 
pares with $11.8 million in 1976 when 
the Corporation made its first profit 

in 20 years. 


Elements of strength behind the 
improvement: 


e Restructuring of the Corporation 
to enable it to be managed inan 
efficient and businesslike fashion. 


¢ Consolidation of the profit centre 
organization and effective action to 
hold down costs and to develop 
profitable traffic wherever possible. 


CN Rail, Grand Trunk Corporation and 
CN Telecommunications were the 
major contributors to CN income in 
1977. 


CANADIAN NATIONAL RAILWAY SYSTEM 


1977 1976 
Statement of Income — Division Basis 
Income before interest on debt 
and income taxes 
CN Rail $199.4 $157.41 
Grand Trunk Corporation 28.6 14.6 
CN Telecommunications DOKe. 20.1 
CN Trucking 2.3 1a 
CN Express (33.6) (33.0) 
CN Passenger (49.9) (50.6) 
CN Hotels (2.3) (0.1) 
CN Marine — — 
Miscellaneous 14.4 Sy | 

184.1 141.9 
Interest charges (net) 154.8 129.0 
Income before income taxes 29.3 12.9 
Income taxes ks that 
Net income $ 28.0 Seles 


Moderate rate increases and profits 
on currency exchange contributed to 
the overall gain in income. These 
factors were partially offset by a reduc- 
tion of $26.6 million in prior years’ 
subsidies and a $25.8 million increase 
in total interest charges. 


Gross revenues in 1977 amounted to 
$2.66 billion, compared with a total 
of $2.45 billion in 1976. 


During the year, CN Rail’s Intermodal 
activities experienced strong growth. 
General traffic also increased ata 
somewhat slower rate. 


Grand Trunk Corporation also im- 
proved its general traffic volumes 
and showed good financial returns 
from all three of its subsidiaries. 
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CN Telecommunications performed 
exceptionally well due in large mea- 
sure to timely investments in tech- 
nological innovations and to aggres- 
sive marketing. 


Although there is evidence of im- 
provement, the Express, Trucking 
and Hotel Divisions had a difficult 
year. 


The benefits of past capital investment 
and reorganization continued to be 
realized in the operation of safe and 
reliable equipment and plant with a 
high degree of efficiency. 


During the year, the Corporation 
moved closer to its objective of gain- 
ing full compensation for services 
provided in the national interest. VIA 
Rail Canada was established as a 
separate CN subsidiary to provide rail 
passenger service throughout the 
country on acontract basis with CN 
Rail and CP Rail. While the estab- 
lishment of VIA did not have a material 
financial impact in 1977, significant 
improvements are expected in sub- 
sequent years. 


In September, CN and CP Rail also 
entered into an agreement with the 
Federal Ministry of Transport for the 
government to provide a capital 

grant of $100 million to the companies 
to finance a major rehabilitation 
program on grain-carrying branch 
lines in Western Canada. 


Average annual earnings per em- 
ployee increased by 9.1% to almost 
$17,000 in 1977. The System work- 
force averaged 78,600 employees 
over the year, compared with just over 
80,000 the previous year. 


Capital expenditures for 1977 
amounted to $371.4 million, a 
decrease of $38.4 million from the 
previous year’s level. There were 
sizeable increases, however, in capital 
spending on CN Rail road property, 
line upgradings, improved employee 
facilities and new terminal facilities 
for CN Express. 


SYSTEM 
Capital Expenditures 
1977 1976 
CN Rail $268.9 $318.0 
Grand Trunk Corporation 25.3 Or 
CN Telecommunications 37.9 38.2 
CN Trucking 6.7 4.0 
CN Express 13.4 6.9 
CN Passenger —_ 6.8 
CN Hotels 4.0 dl 
CN Tower ee ue 
M.V. ‘Georges Alexandre Lebel’ 7.9 — 
CN Corporate 6.1 16 
371.4 409.8 
Capital Value of Leased Assets 
CN Rail 
Rolling Stock — 4.0 
Grand Trunk Corporation 
Rail ape $2.0 
Rolling Stock 4.2 6.4 8.8 10.8 
Total $377.8 $424.6 


Chairman Welcomed 


e In 1977, CN management wel- 
comed a new Chairman of the 
Board, Jacques A. Dextraze, who 
joined the Company after a 
distinguished career in the Armed 
Forces. Mr. Dextraze replaced 
Pierre Taschereau, Q.C., who be- 
came Chairman of the Board of 
Air Canada after four years as 
Chairman of CN. 


e Management thanks Mr. Tasche- 
reau for his contribution to CN’s 
progress and wishes him well in his 
new responsibilities. 


The following pages provide sum- 
maries of the 1977 performance of 
each Division, with the financial 
results stated in terms of income 
before interest. 


Anda 


R. A. Bandeen, Ph.D. 
President & Chief Executive Officer 


RAIL 


On 


CN Rail, which accounts for about 
63% of System revenues, increased 
its operating income in 1977 through 
improved productivity and effective 
marketing. 


Income for the year was $199.4 
million, $42.3 million more than in 
the previous year. Revenues, at 
$1,872.8 million, were 8.2% higher 
than in 1976. 


CN RAIL 
Highlights 

IT 1976 
Revenues $1,872.38) Sil), 731.0 
Expenses 1,673.4 Wore 
Income $ 199.4 $ 157.1 


Expenses during the year totalled 
$1,673.4 million, an increase of only 
6.3%. Savings resulting from 
selective station closings, carload 
centre consolidations and admin- 
istrative and manpower controls 
helped to hold the increase in basic 
operating costs to less than 0.5%. 
The balance of the rise in costs re- 
sulted from inflationary increases 
in wages, materials and fuel. 


While some freight rate increases 
were put into effect, they were less 
than half as large as in the year 
before and just over one-quarter as 
large as two years earlier. 


The relatively low freight rate in- 
creases reflected in some degree 

a moderation in the rise of wage 
and material costs. Costs continued 
to rise sharply, however, in two 
categories: fuel, which increased by 
more than 16%, and local and pro- 
vincial taxes, which increased by 
almost 17% in 1977. 


A considerable improvement in pro- 
ductivity for the second successive 
year mitigated the effects of cost 
increases. Data on ton-miles per 
employee, average train size, and 
other measures of efficiency indicate 
an overall gain in CN Rail produc- 
tivity of approximately 2.5%. 


Marketing 

At a time of indifferent economic 
growth, increased emphasis was 
placed on selective development of 
market segments. In 1977, CN Rail 
continued, with notable success, to 
promote such concepts as intermodal 


Distribution of Revenues 


1977 1976 

Carload Services $1,357.4 $1,250. 1 
Intermodal Services 188.9 164.0 
Express Contract 25.4 34.2 
Passenger Contract 22 Rake) 208.7 
— Other 5a3 5.4 
All Other Services o0 7.9 
Government Payments 67.9 60.7 


Total 


$1,872.8 $1,731.0 


Distribution of Expenses 


1977 1976 
Transportation $ 490.0 $ 453.1 
Equipment 343.0 305.6 
Engineering 243.4 a ETE 
Sub-Total — Operations 1,076.4 976.4 
Other expenses 521.8 514.6 
Charges from Other Divisions 132 82.9 


Total 


$1,673.4 $1,573.9 


services, unit train development, and 
the point-to-point distribution process. 


For example, piggyback revenues 
increased to $78.3 million or 14% 
over 1976, mainly because of further 
market penetration and optimization 
of round-trip/backhaul pricing. 


Import/export container revenues 
climbed 35.2% from 1976 to $55.3 
million, reflecting both strong traffic 
growth generally and a strike on 
the east coast of the United States 
which diverted some traffic to 
Canadian ports. 


The accompanying table shows a 
breakdown of carload freight revenues 
and revenue ton-miles for 1977. 
Although revenues increased in all 
basic sectors except machinery 

and manufactured products, varying 
traffic levels and mix combined with 
rate increases to produce different 
growth patterns. 


CN RAIL 
Carload Freight Traffic 


Volumes were down in manufactured 
products, machinery, and construc- 
tion materials, reflecting the sluggish 
Canadian economy in these areas. 
Rate increases did not compensate 
for the lower volumes and revenues 
here were disappointing. 


Automotive, ore, mineral and metals 
traffic volumes also declined slightly 
from the 1976 levels. 


Rate action and improvements in 
traffic mix were mainly responsible 
for the revenue increases in these 
sectors, as was a change in the distri- 
bution pattern of automotive traffic, 
with more moving to U.S. rather than 
Canadian destinations. 


Capital Spending 

In its ongoing efforts to build a firm 
foundation for greater productivity, 
CN Rail continued programs to reach 
higher standards of efficiency and 
safety in plant and equipment. 


1977 Volume 

Amount R.T.M. 
Carload Services Revenues 
Forest products > 338:6 14,839 
Ores, minerals and metals 173.9 LOS 
Automotive 108.7 1,636 
Machinery and manufactured 
products 68.6 1,204 
Construction — basic building 
materials 84.6 2926 
Fuels and chemicals 389.3 17,653 
Agriculture and food products 
Non-grain 120.8 4,598 
Grain 66.2 152% 
Other items — net 6.7 — 
Total $1,357.4 61,214 


Volumes were generally up in the 
resource sector — forest products, 
fuels and chemicals and agriculture. 
Significant shipments of potash, 
sulphur, export grain and processed 
seed, as well as selective rate action 
contributed to the increase in 
revenues, although some deteriora- 
tion of traffic mix was evident in 
these markets. 


As in 1976, substantial extra operating 
and capital funds were allocated in 
1977 for additional maintenance and 
betterment of mainline and secondary 
track. 


Plans were put into effect to strengthen 
the track structure and extend rail 

life. While capital expenditures for 
rolling stock were lower than in the 


previous year, there was concen- 
trated spending on the basic mainte- 
nance of road property and con- 
tinuation of the multi-year plant im- 
provement program to increase 
main line and yard capacity. Major 
concrete tie placement projects on 
heavy traffic sections were also 
pursued. 


The benefits of the track and roadbed 
improvements are measurable. A 
semi-annual electronic inspection of 
the geometry of the track structure 
has indicated a marked upgrading in 
quality over the past three years. 
This has contributed to a reduction in 
train accidents. 


Based on North American workload 
measures, the train accident rate, 
which was reduced by 36% over the 
two-year period 1975-76, fell by 
another 12% in 1977. 


Training Programs and Personnel 
In July, a reclassification and training 
program for both present and new 
Maintenance-of-Way Employees was 
negotiated by their Brotherhood and 
the Railway Association of Canada as 
part of a joint effort to ensure that 
well-maintained and safe track Is 
provided for the increasing numbers 
of faster and heavier trains. CN plans 
to start the program in 1978 and 
training facilities at Charny, Quebec, 
Transcona, Manitoba, Kamloops, 
B.C., and MacMillan Yard, Toronto, 
are under construction. 


The courses to be given at these 
centres are formulated not only to 
develop technical skills, but also 

to open career opportunities in first- 
line supervision. The program is 
expected to stabilize the maintenance- 
of-way workforce and expand the 
pool of available work skills. 


CN Rail’s first female locomotive 
engineer was appointed in 1977, 
emphasizing that in small but in- 
creasing numbers women are now 
entering many occupations that 
were previously the exclusive pre- 
serves of men. 


Passenger Services 

In 1977, CN Rail carried 4.2 million 
intercity passengers — the highest 
number since 1972. 


CN Rail is reimbursed in full by the 
Corporation for its cost of providing 
subsidized passenger services. 
However, as the Corporation receives 
from the Federal Government only 
the current 80% subsidy on losses 
incurred from rail passenger ser- 
vices (with the present exception of 
the Montreal area commuter service) 
there was a resultant net loss of 
$49.9 million. This loss appears as a 
separate item on a Divisional basis. 


CN PASSENGER 


Highlights 

NSIT 1976 
Revenues SiO Om Omni 
Expenses CIN 284.1 
Operating income 
(loss) (211.1) (207.0) 
Government payments 161.2 156.4 
Income (Loss) $ (49.9) $ (50.6) 


VIA Rail Canada 

A significant event during 1977 was 
the formation of VIA Rail Canada Inc., 
as a subsidiary of CN to be respon- 
sible for the subsidized rail passenger 
services provided by CN and CP. 


During 1978, VIA will likely become an 
independent Crown Corporation, 
wholly owned by the Government of 
Canada. 


In the year ahead, CN Rail will sign 

a series of contracts with VIA for the 
provision of rail passenger services 
and related equipment. All present 
CN Rail passenger services, with the 
exception of commuter operations, 
should become the responsibility 

of the new Corporation by mid-1979. 


An organizational restructuring was 
underway at year end which entails 
transferring the responsibility for 
management, marketing and cus- 
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tomer services in the passenger field 
to VIA. Approximately 3,000 CN 
employees are expected to join the 
new organization in this move and 
negotiations are underway to make 
the transition as smooth as possible. 


VIA will, of course, remain an impor- 
tant customer of the CN Rail system, 
and CN expects to deal with it ona 
commercial basis. 


CN management believes that the 
interests of VIA and of the other users 
of the system will best be served if 
the contracts include payment by VIA 
of its appropriate share of overhead 
costs and track capacity charges in 
order to reflect the impact of its train 
mix and service requirements on 

the system. 


Several other developments over the 
year helped to advance the cause of 
supplying necessary passenger ser- 
vices in a cost-efficient manner: 


e In October, the Canadian Trans- 
port Commission issued a final 
plan to rationalize and integrate 
CN’s and CP’s western transcon- 
tinental trains. The plan is based 
on proposals and submissions by 
both railways. Work is underway 
to introduce the revamped trans- 
continental services in the Spring 
of 1978. 


e CN also participated in important 
hearings by the CTC on passenger 
services between the Maritime 
Provinces and Central Canada. 


e Joint studies by Transport Canada 
and the two major railways on 
the introduction of high-speed 
passenger trains were carried 
forward. Orders for new high- 
speed equipment to operate in the 
Quebec City-Windsor corridor 
were placed by the Federal Gov- 
ernment late in 1977. The equip- 
ment is scheduled to go into ser- 
vice in 1979. 
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GRAND TRUNK CORPORATION 


As the era of passenger services 
provided directly by CN neared its 
end, management was pleased to 
note that 1977 was the second straight 
year to show an increase in the 
number of passengers carried. 


This reflects favourably on CN’s efforts 
in recent years to rebuild passenger 
services in Canada. 


Improved scheduling and feeder bus 
services, a determined campaign 
for better ontime performance, and 
innovations in incentive fares all 
played a part in achieving a 7.7% 
expansion of passenger carryings 

in 1977. 


At the same time, productivity in the 
passenger service improved; the 
volume increase was accompanied 
by an overall reduction of 1.6% 

in passenger train-miles. This was 
mainly attributable to the consoli- 
dation of some regional and local ser- 
vices as authorized by the Canadian 
Transport Commission. 


The increase in operating expenses 
was held to 4.1% while revenues 
increased 9.7% —a reversal of the 
pattern of 1976. 


Excellent performance by all three 
CN-owned railroads in the United 
States generated income for the Grand 
Trunk Corporation of $28.6 million 

in 1977, up $14.0 million from 1976. 
Net income after interest on debt 

and after income taxes amounted to 
$27.2 million. 


GRAND TRUNK CORPORATION 


Highlights 
WIT 1976 
Revenues 9 Zee Sh Aes 
Expenses 210.4 176.5 
Operating income 21.8 10.8 
Other income 6.8 3.8 
28.6 14.6 


Interest on long-term debt 0.2 — 


Income taxes Vee 0.7 


Net income i ZR & 4169) 


G.T.C. is the subsidiary which en- 
compasses the three operating 
railway companies in the Mid-West 
and New England States with connec- 
tions to adjacent Canadian Provinces. 
These are the Grand Trunk Western 
Railroad Company, the Central 
Vermont Railway, and the Duluth, 
Winnipeg and Pacific Railway 
Company. 


Income of the GRAND TRUNK 
WESTERN was $1.7 million, an in- 
crease of $1.5 million over 1976. This 
was a significant improvement and 
especially encouraging after previous 
years of losses, extending back to 
1955. Revenues increased 15.3%, 
mostly through additional traffic 

from the automotive industry. Freight 
rate increases of 7% along with 
enhanced operating efficiency helped 
to offset escalating wage and material 
prices. 


CENTRAL VERMONT'S income sur- 
passed that of 1976 by $1.9 million. 
Revenues were up 15.7%, largely be- 
cause of a 10% increase in car- 
loadings attributable to aggressive 
new marketing policies. 


C.V.’s operating expenses declined 
during the year despite inflationary 
pressures. This was achieved by gen- 
erally high efficiency aided by 
continued substantial savings from 

a run-through service established 

in conjunction with the Boston and 
Maine Railroad in 1976. 


A substantial 22.5% increase in 
revenues enabled the DULUTH, 
WINNIPEG and PACIFIC to attain an 
income of $8.0 million, $3.6 more than 
in the year before. Increased potash 
and lumber traffic was responsible 

for most of the rise. 


With all of its subsidiaries now show- 
ing positive income, the challenge 

for the G.T.C. in the next few years 
will be to improve on its present 
position. Carload volume is expected 
to grow at a modest 2% to 3% per 
year, while unit labour and material 
costs will probably continue to rise 

at an annual rate of about 8%. Only 
about 75% of these cost increases 
will be recoverable through freight rate 
action. Thus the G.T.C. will have 

to rely heavily on still greater improve- 
ments in efficiency to sustain a 
healthy financial position. 


TELECOMMUNICATIONS 


Jl 


CN Telecommunications overcame 
the challenge of a lagging and un- 
certain economy to accomplish the 
best financial results in its history. 


Income climbed by $5.1 million from 
the previous year to $25.2 million. 
Revenues were up 11.7% while the 
increase in operating expenses was 
held to 9.5%. 


CN TELECOMMUNICATIONS 


Highlights 

1977 1976 
Revenues 8 see & W25.1 
Expenses NS 105.6 
Operating income 24.1 19.5 
Other income ill 0.6 
Income Ae awe 8 AAO 


Faced with persistent inflation and 
revenues below forecast, CNT 
responded by introducing new and 
better technology. This served to 
reduce expenses and turn around 
what might otherwise have been 

a disappointing financial year. 


The ongoing introduction of solid 
state technology to replace electro- 
mechanical equipment in telex and 
telephone service has resulted in 
greater reliability and better service. 


The new SP-1 computerized tele- 
phone exchange toll centre installed 
in 1976 in Gander, Newfoundland, 
and a similar exchange in Whitehorse, 
Yukon Territory, are yielding sub- 
stantial savings in operations and 
maintenance as well as improved 
response to customer demands. 


The active competitive environment 
in business data communications 
inspired further innovations in CNT 
service offerings during 1977. In 
collaboration with CPT, CNT intro- 
duced a national digital data network 
called ‘‘Infoswitch”’. 


Restructuring of the Public Message 
Service during the year helped 

to enhance operating efficiency. 
Responsibility for PMS was brought 
directly under a Division head- 
quarter’s function. In concert with 
CPT, toll-free regional telegram 
centres are being established across 
the country. ‘‘Telepost’, the “‘elec- 
tronic mail” service offered in con- 
junction with Canada Post, is ex- 
pected to play a growing part in the 
PMS market in future years. 


12 TRUCKING 


EXPRESS 


In 1977, income for the Division was 
$2.3 million compared to $1.6 million 
in 1976. Marginally better perfor- 
mance by three companies and the 
sale of the business of Chapman 
Transport Ltd. and Royal Transporta- 
tion Ltd. produced the net gain. 


control, greater emphasis on backhaul 
traffic, and profit analysis by com- 
modity. 


One company, Hoar Transport, was 
merged with Husband Transport. 
The changes leave CN Trucking with 
ten subsidiaries, providing a range 


CN TRUCKING of road transportation services 
Highlights nationwide. 
1977 1976 
Progress was made in 1977 among 
Revenues i gen Wek the provincial regulatory authorities in 
their efforts to standardize regula- 
Expenses 71.9 72.5 tions affecting interprovincial road 
Operating income 07 4 transport. However, there is some ~ 
concern that the long-established in- 
Other income 1.6 0.6 dustry use of Tariff Publishing Bureaux 
3 17 would be in conflict with the proposed 
Income taxes ak 04 Federal Bill C-42 (Competition Act) 
in those provinces not exercising 
Income $ Ds 1.6 


explicit control of intra and extra pro- 
vincial transport rates. 


The three companies which increased 
their operating income in 1977 were 
Cronin Transport Limited, Swan 
River-The Pas Transfer Ltd., and 
Eastern Transport Ltd. 


In the case of Cronin, increased 
container and bulk shipments were 
behind the improvement. 


A 20% rise in volume, rate increases, 
better productivity and cost control 
accounted for the improved results 
reported by Swan River-The Pas. 


Eastern Transport’s increased rates 
and longer hauls in tanker traffic more 
than offset some losses in general 
freight business. 


Poor economic conditions, severe 
competition and increased operating 
costs, especially for wages and fuels, 
had an adverse impact on the re- 
maining subsidiaries. 


Lack of backhaul traffic on major 
routes made for lower profitability, 
although signs of healthier traffic 
balances began to emerge late in 
Tae 


Projected measures to strengthen 
the Division’s earnings in 1978 include 
more effective maintenance cost 


The Express Division operating loss 
for 1977 was $33.6 million, an in- 
crease of $0.6 million over 1976. Poor 
economic conditions and severe 
competition resulted in lower reve- 
nues than in 1976, but the revenue 
decline was almost totally offset by 
reductions in both direct and indirect 
expenses. 


EXPRESS 
Highlights 

1977 1976 
Revenues $ 141.8 $ 152.6 
Expenses 175.4 185.6 
Income (Loss) $ (33.6) $ (33.0) 


Programs underway involve a con- 
certed marketing and operating 
thrust towards selective and con- 
trolled growth in the profitable 
segments of the parcel and less- 
than-truckload markets. These efforts 
should result in turning the Division’s 
current deficit into a profit within 

four years. 


Included in the marketing strategy is 
the promotion of ‘‘Rapidex”’ services, 
which attracted an impressive 69% 
increase in business in 1977. Anew 
“4-Star’ less-than-truckload service 
is being introduced. The service will 
aid in defining the less-than-truckload 
market, particularly for new business. 


Further cost reduction efforts and 
changes in procedures are in 
progress. A consolidation of terminals, 
which will ultimately reduce the 
number to less than 60 from the pre- 
sent 80, is underway. A manning 
standards project, designed to adjust 
costs to the workload, will be 
extended to all terminals. An on-line 
computer system to control shipments 
and equipment and a mechanized 
accounting and statistical operation 

is under development. These systems 
will become operational over the 

next three years. 
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HOTELS 
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1977 was another bad year for the 
Canadian hotel industry in general 
and the Division experienced its 
share of the problems. Despite a small 
operating profit by CN-operated 
hotels, the Division as a whole had 

a loss of $2.3 million, compared 

to a $0.1 million loss in 1976. 


There were signs towards the end of 
the year of an upward trend in some 
cities, but most of the difficulties 
afflicting the industry in recent years 
influenced financial results through- 
out 1977. 


e¢ Slow economic growth and high 
unemployment had a detrimental 
effect on business and tourist 
travel. 


e Travelin Canada by Americans 
was discouraged by the current 
U.S. tax regulations on conven- 
tions in foreign countries, and by 
the appreciably higher price 
structure in Canada for accom- 
modations and meals. 


¢ Overbuilding in the hotel industry 
in many Canadian cities created a 
severe competitive climate which 
caused difficulties for most large 
hotels. 


Nevertheless, for the properties oper- 
ated by CN (including CN Tower 
Restaurants Ltd.) an income of $1.0 
million was achieved in 1977 com- 
pared with $0.4 million in this segment 
of the business in 1976. 


An intensive cost control program 
and more concentrated sales and 
advertising efforts helped to bring 
this about. 


Occupancies were somewhat higher 
in all except two of the seven hotels 
and even these had satisfactory 
occupancy rates of 72% and 81%. 


An operating loss of $1.0 million was 
recorded by CN Tower Restaurants 
Ltd. in Toronto. Steps are being 

taken to improve the operation. These 
include management changes, 
greater emphasis on cost control, and 
a possible selective expansion of 
facilities. 


The two properties operated for 
CN by Hilton (Canada) Limited in 
Montreal and Vancouver had an 
operating loss of $2.0 million in 
1977 in contrast to a profit of $0.5 
million in the previous year. To add 
to the peculiarly unfavourable 
conditions for hotels in both these 
cities, the Hotel Vancouver suffered 
a costly six-week strike. 


Negotiations were concluded late in 
the year with Hilton and Trizec 
Corporation Ltd. to carry outa plan 

to eliminate the loss to CN from the 
operation of the restaurants in 
Montreal’s Place Ville Marie complex. 
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CN HOTELS 
Highlights 

1977 1976 
CN Operated 
Revenues Car 2 SO mOOe 
Expenses 41.5 35.8 
Income 1.0 0.4 
Hilton Operated 
Revenues A TRO 
Expenses 46.7 AS 
Income (Loss) (2.0) 0.5 
Total Hotel and 
Restaurant Operating 
Income (Loss) (1.0) 0.9 
Divisional Expense 1.3 1.0 
Total Income (Loss) $ (2.3) $ (0.1) 


The benefits of this new arrangement 
should be realized in part in 1978, 

but the main impact will not be felt 
until 1979. Hilton has already initiated 
an extensive cost control program. 
ltis also developing new sales and 
promotional schemes in an effort to 
expand business volume at PVM. 


CN Tower 

The CN Tower completed its first full 
year of operation in 1977 with an 
operating income of $2.1 million. 
Approximately 1.65 million people 
visited the observation decks and 
restaurant. Five television and six 

FM radio stations are now transmitting 
from the tower’s mast. 
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CN MARINE 


An important step in the evolution of 
CN Marine into a full-fledged sub- 
sidiary within the Corporate System 
was taken in 1977 when the Corpora- 
tion and the Federal Government 
agreed to a new arrangement for 
managing major east coast ferry and 
coastal vessel services. 


Under the agreement, CN Marine will 
retain its traditional role as an opera- 
tor of ships and terminals but will 

also assume increased responsibilities 
for capital planning and acquisitions. 
For its part, the Federal Government 
will determine the level of service 

to be provided in CN Marine’s sphere 
of operations on the Atlantic coast 

and will retain control over fares. 


The arrangement will result in more 
cost-effective operations and offer 
CN Marine a new degree of flexibility 
to enter into complementary business 
activities. 


CN MARINE 
Highlights 
WQUey 1976 
Revenues 5 20:3 8 Wey 
Expenses 114.9 102.6 
(94.6) (85.9) 
Government Subsidies 94.6 85.9 
Income $ — $$ — 


During the year, CN Marine embarked 
on a reorganization of its manage- 
ment structure which will enable it to 
respond better to the needs of its 
customers. 


Decision-making authority and re- 
sponsibility for day-to-day operations 
have been decentralized to four 
service zones. 


Manning and maintenance of the 
fleet have been placed under a new 
vessel management unit. CN Marine 
headquarters will continue to provide 
long-term planning, financing, in- 
dustrial relations, marketing policy 
and public affairs functions. 


In 1977, CN Marine carried more than 
two million passengers, 638,400 
passenger vehicles, 905,000 tons of 
rail freight and 201,000 trucks and 
tractor trailers. This workload was 
handled by 4.9% fewer employees 
than in 1976. 


The traffic totals represent marginal 
increases in passengers and related 
vehicle traffic but an increase of 
almost 20% in trucks and tractor 
trailers. 


Steady growth in commercial high- 
way traffic prompted the inauguration 
of a year-round service between 
southwestern Nova Scotia and 
Portland, Maine to gain access to 
northeastern U.S. markets. A roll- 
on/roll-off vessel has since been 
acquired for this purpose. 


Last year was also the first full- 

year operation of the Saint John- 
Digby service by CN Marine. The 
marine organization assumed man- 
agement responsibility for the service 
from Canadian Pacific late in 1976 

as the Federal Government moved to 
consolidate authority over major 

east coast ferry and coastal opera- 
tions. 


The CN Marine dockyard in St. John’s 
Newfoundland, ended the year ina 
break-even position, recovering from 
its loss of $710,000 in 1976. The 

yard worked on 226 domestic and 
foreign ships during the year. 


Discussions are continuing between 
the Federal Government and CN 
Marine management with a view 
towards expansion of the yard’s ca- 
pacity and modernization of its 
facilities. This could be expected to 
attract more business from the 
North Atlantic sea lanes and the 
Soviet fishing fleet. 
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CONSULTING 
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Despite the general economic slow- 
down and growing competition 
around the world, CANAC CONSUL- 
TANTS LIMITED, CN’s international 
consulting subsidiary with Air Canada, 
made a contribution of $0.4 million 

to CN’s income in 1977. 


The indirect benefits accruing to CN 
from the work of this international 
group also continue to be of great 
importance. 


During the year CANAC provided the 
required support to CANAVEN 
LIMITED, a wholly-owned CN subsid- 
iary, to participate (ina consortium 
with Spanish and Venezuelan part- 
ners) ina major railway project in 
Venezuela. The project involves the 
construction of the line and the 
supply of Canadian locomotives, 
rolling stock, rails and signal 
equipment. In the accompanying pic- 
ture, a Canadian consultant discusses 
with local experts an aerial survey 
related to the Venezuelan project. 


In addition, CANAC prepared and 
submitted proposals for projects in 
Latin America, Africa, Asia and the 
Middle East. New contacts were es- 
tablished with the International Bank 
for Reconstruction and Development 
inthe U.S., the Asian Development 
Bank in the Philippines, and the 
African Development Bank, Ivory 
Coast, with a view to future expansion 
of activities. 


CANAC’s Jamaica Locomotive 


Maintenance and Stores Improvement 


Project and the Swaziland Railway 
Technical Assistance Project were 
completed in 1977. A Management 
Assistance Project for Zambia 
Railways and the Boké Railways 
Project continued. 


Through Canalog Logistics, a wholly 
owned subsidiary of CN, the Company 
also participated in four major 

studies in North American transporta- 
tion and logistics in 1977. 


These were: joint track use in West- 
ern Canada; high-speed passenger 
train service between Toronto and 
Windsor; grade crossing requirements 
under high-speed train operations, 
and a proposal fora rail connection 
between Alaska and the continental 
rail system of Canada and the U.S. 


20 


CN CORPORATE 


During the second year of experience 
under the new Divisional Structure, 
the CN Corporate function was also 
consolidating its dual roles of overall 
planning and policy development 

and provision of management support 
services. 


CN Corporate functions played a 
leading role in the organization’s 
design and management control 
functions, financial restructuring along 
commercial lines, government liaison, 
and general planning and policy de- 
velopment for the next several years. 
Of particular importance was the 
development of appropriate financial 
transaction mechanisms to enable 
the Corporation to deal with the 
Divisions and the Divisions to deal 
with each other ina commercial 
manner. 


In addition to the work for Corporate 
management, headquarters continued 
to provide vital support services to 
the Divisions in many areas. Depart- 
ments include: Secretary, Law, 
Public Affairs, the Comptroller, Trea- 
surer, Police, Medical Services, 
Corporate Planning, Purchases and 
Materials Management, Management 
Services, Costing and Economics 
Research, Industrial Relations and 
Organization, Real Estate. 


Many of these activities made signifi- 
cant contributions to improved finan- 
cial performance and productivity. 
To cite two examples: 


Purchases and Materials Manage- 
ment, responsible for acquiring over 
$610 million of materials and services 
on behalf of the Corporation and 
managing a $100 million inventory, 
instituted changes in 1977 that are 
expected to yield over $3 million 
savings annually. A thoroughly 
modern new main store complex in 
Winnipeg consolidated distribution 
services for the Prairie and Mountain 
Regions. The first phase of a sophis- 
ticated computer-assisted ‘‘In-Store 
Processing System” was made fully 
operational on all Regions during 
1977. The system provides better 
manpower allocation within stores, 


better planned distribution, and a 
continuously updated stock inven- 
tory. A study is also underway to 

trim CN’s $40 million annual materials 
and supplies transportation bill. 


Management Services provided de- 
velopment and implementation of 
various computer systems to improve 
operations planning and control. The 
Traffic Reporting and Control System 
(TRACS) provided CN Rail Manage- 
ment with a 10% improvement in 
freight car utilization, which is equiv- 
alent to a saving of about $30 million 
a year. Other systems were initiated 
Or progressed in 1977, including the 
Carload Accounts Receivable System 
(CARS) for Accounting and the 

Track Inventory and Evaluation Sys- 
tem (TIES) for the Engineering De- 
partment. In addition, an upgrading of 
computer facilities to handle steadily 
increasing information requirements 
was carried out in 1977, and work was 
commenced on back-up facilities in 
Winnipeg with sufficient capacity to 
handle TRACS. 


INDUSTRIAL RELATIONS 
AND ORGANIZATION 


OUTLOOK 
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In 1976, the Canadian Brotherhood 
of Railway, Transport and General 
Workers (CBRT&GW) had applied to 
the Canada Labour Relations Board 
for a review of certain existing certifi- 
cations in its various agreements, 
with a view to extending its represen- 
tation to non-unionized and middle 
management positions. Following 
interventions by the company and on 
behalf of various employees, efforts 
have been made during 1977 (with 
the assistance of the C.L.R.B.) to 
determine the particular employees 
below middle management being 
sought for representation by the 
union. 


There was increased support among 
employees of the CN Suggestion Plan 
in 1977 when 730 submissions — 

an average of two a day — were 
received compared with 426 the pre- 
vious year. CN paid out just over 
$48,000 for 204 awards; it is esti- 
mated that the suggestions saved the 
Corporation almost $180,000. This 
compared with savings through sug- 
gestions of about $150,000 in 1976. 


The past year also saw additional 
steps towards the implementation of 
CN’s language policy, which was 
thoroughly reviewed and revised in 
the light of recommendations made 
by the Commissioner of Official 
Languages following an in-depth 
study of French as the language of 
work on the St. Lawrence Region 

in the Province of Quebec. 


Among the more important devel- 
opments was the approval by the 
Canadian Transport Commission of 
an official French version of the 
Uniform Code of Operating Rules. 
This made possible the issuance 

of train orders in Quebec in both 
official languages —a first for any 
major railway in the country. Bilingual 
dispatching of trains began in 
October, initially in only one out of 
four dispatching offices in Quebec 
City and one out of five in Montreal. 
By the end of 1977, bilingual dis- 
patching had been successfully 
extended to practically the entire St 
Lawrence Region within the Province 
of Quebec, with excellent results. 


CN remains committed to the prin- 
ciple that running a business ata 
reasonable profit and high efficiency 
is the best way for the Corporation 

to discharge its fiscal and social 
responsibility. A business approach 
assures both efficient utilization and 
development of resources in the 

long run. As was stressed in last 
year’s Report, the distinction between 
commercial and social undertakings 
must be maintained and distinctive 
management practices and organiza- 
tional structures appropriate to the 
type of undertaking must be devel- 
oped and applied separately. CN 

has made solid progress along such 
a course in the past year, to the 
mutual benefit of the Corporation 

and of Canada. 


Looking ahead to 1978, the continuing 
development of CN asa self-reliant 
company will see the completion of 
the basic financial restructuring that 
was begun in 1977. 


During 1977, debt/equity structures 
were being developed for the separate 
operating divisions, appropriate to 
their respective industries, through a 
series of internal allocations of 

assets and obligations. 


Legislation is now before Parliament 
to equip CN asa whole with a financial 
structure comparable to other 
successful Class | railways in North 
America so that it can be managed 
and its performance evaluated more 
effectively as a commercial organi- 
zation. 


The CN Recapitalization Bill (C-17) 
would establish for the Corporation, 
a more typical debt/equity ratio — 
close to 40/60 rather than the current 
60/40 — and simplify the structure 
of its balance sheet. 


(Complementary legislation involving 
reorganization of Air Canada (Bill 
C-3) will cancel the Air Canada shares 
held by CN and authorize cancel- 
lation of CN debt to the government 
equal to CN’s investment in the 

airline. The legislation also authorizes 
the government to cancel the Air 
Canada debt to CN and the matching 
CN debt to the government.) 


The major provision of Bill C-17 will 
be to convert $808 million of CN’s 
long-term debt now held by the 
government into common stock. This 
will reduce CN’s debt ratio to just 
over 40% which is more in line with 
healthy industry norms of 30-40%. 


The conversion will reduce CN’s an- 
nual long-term debt charges from $149 
million by about $65 million to $84 
million. However, CN will no longer 
obtain funds through the issue of 4% 
preferred shares to the Government, 
and the presently outstanding shares 
will also be converted to government- 
held common stock to close out 

that arrangement. In addition, CN will 
pay to the government a dividend 

of 20% or more of its net earnings. 


Another proposal in the Bill, designed 
to simplify CN’s financial structure, 
would include the Crown’s investment 
in Canadian Government Railways 
(originally entrusted to the CN sys- 
tem) as part of the capital stock of 

the company. The government will 
also discontinue support of a special 
purchase fund to redeem parts of 
certain issues of the Corporation’s 
bonds held by the public. 


The net benefit to the government of 
the planned restructuring under 

Bill C-17 is projected to be a saving 
of $235 million over the next five 
years. 


Companies included in the Consolidated Financial Statements 
of the Canadian National Railway System as at 31 December, 1977 
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Consolidated Companies 


Autoport Limited 

CANAC Consultants Limited 

Canac Distribution Limited 

The Canada and Gulf Terminal 
Railway Company 

Canadian National Express Company 

Canadian National Hotels 
(Moncton) Ltd. 

Canadian National Railway Company 

The Canadian National Railways 
Securities Trust 

Canadian National Realties, Limited 

Canadian National Steamship 
Company, Limited 

Canadian National Telegraph 
Company 

Canadian National Transfer 
Company 

Canadian National Transportation, 
Limited 

The Canadian Northern Quebec 
Railway Company 

Canalog Logistics Limited 

Canat Limited 

Canaven Limited 

Central Vermont Railway, Inc. 

Chalut Transport (1974) Inc. 

Chapman Transport Limited 

CN (France) S.A. 

CN Tower Limited 

CN Tower Restaurants Ltd. 

Cronin Transport Limited 

Domestic Two Leasing Corporation 

Domestic Three Leasing Corporation 

Domestic Four Leasing Corporation 

Duluth, Rainy Lake & Winnipeg 
Railway Company 

Duluth, Winnipeg and Pacific 
Railroad Company 

Duluth, Winnipeg and Pacific 
Railway Company 

Eastern Transport Limited 

Empire Freightways Limited 

Grand Trunk Corporation 

Grand Trunk Land Development 
Corporation 

Grand Trunk-Milwaukee Car Ferry 
Company 

Grand Trunk Radio Communications, 
Inc. 

Grand Trunk Western Railroad 
Company 

The Great North Western Telegraph 
Company of Canada 

Hoar Transport Company Limited 

Husband International Transport 
(Ontario) Limited 

Husband Transport Limited 


Husband Transport (Quebec) Limited 

Midland Superior Express Limited 

The Minnesota and Manitoba 
Railroad Company 

The Minnesota and Ontario 
Bridge Company 

Mount Royal Tunnel and Terminal 
Company, Limited 

The Northern Consolidated Holding 
Company Limited 

Provincial Tankers Limited 

The Quebec and Lake St. John 
Railway Company 

Royal Transportation Limited 

Swan River-The Pas Transfer Ltd. 

The Toronto-Peterborough Transport 
Company Limited 


Jointly Operated and Other 
Companies in Which the System 
has Investments 


Air Canada 
*Airline Maintenance Buildings 
Limited 
The Belt Railway Company of 
Chicago 
Chicago & Western Indiana 
Railroad Company 
**Compagnie de Gestion de 
Matane Inc. 
Computer Sciences Canada, Ltd. 
The Detroit & Toledo Shore Line 
Railroad Company 
Detroit Terminal Railroad Company 
East Yard Development Ltd. 
Eurocanadian Shipholdings Limited 
Halterm Limited 
Intercast SA 
*Matac Cargo Limited 
Metro Centre Developments Limited 
Northern Alberta Railways Company 
The Public Markets, Limited 
The Shawinigan Falls Terminal 
Railway Company 
Société du port ferroviaire de 
Baie Comeau-Hauterive 
Telesat Canada 
The Toronto Terminals Railway 
Company 
*Touram Group Service Inc. 
*Venturex Limited 
**VIA Rail Canada Inc. 


“Owned on behalf of Air Canada 
** Acquired in 1977 


In addition, the property of the 
Canadian Government Railways is 
entrusted to the Canadian National 
Railway Company as part of the 
System. 


CONSOLIDATED FINANCIAL 
STATEMENTS 
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Canadian National Railway System 


Consolidated Balance Sheet 


December 31 


1977 1976 
Assets (in thousands) 
Current Assets Cash $ 39,898 Saw d 2,062 
Accounts receivable 318,029 274,136 
Material and supplies 244,699 216,326 
Other current assets 110,817 87,000 
713,443 589,524 
Insurance Fund 15,188 14,708 
Investments Ani5'553 416,755 
Property Investment 3,498 342 3,312,362 
Other Assets and 
Deferred Charges 55,695 60,556 
$4,698,221 $4,393,905 
Liabilities 
Current Liabilities Bank and other loans payable $ 109,500 $ 119,500 
Accounts payable 243,967 221,617 
Accrued charges 166,020 150,767 
Other current liabilities 69,975 72,385 
589,462 564,269 
Provision for Insurance 15,188 14,708 
Other Liabilities and 
Deferred Credits AS) 91 323 
Long-Term Debt 2,310,293 2,222,471 
Capital Stock of 
Subsidiary Companies 
Owned by Public 4,345 4,345 
Shareholder’s Equity 4% preferred stock of Cana- 
dian National Railway 
Company 1,578,469 1,504,478 


Capital investment of Govern- 

ment of Canada in Canadian 

Government Railways 428 397 428 397 
Reduction in recognition of 

depreciation attributable to 

years prior to the adoption 

of depreciation accounting (807,813) (807,813) 
Capital stock of Canadian 

National Railway Company, 

no par value; 6,000,000 

shares authorized, issued 


and outstanding $359,963 $359,963 
Earned surplus 39,782 399,745 11,764 371,727 
1,598,798 1,496,789 
$4,698,221 $4,393,905 


S. D. H. Thomas, Corporate Comptroller. 


See accompanying notes to consolidated financial statements February 24, 1978. 
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Canadian National Railway System 


Consolidated Statement of Income 


Year ended December 31 


1977 1976 
(in thousands) 
Revenues $2,656,725 $2,454,501 
Expenses _ 2,492,828 _2,821,573 
Operating income 163,897 132,928 
Other income 20,183 8,938 
Income before interest, income 
taxes and extraordinary item CN Rail $199,434 $157,104 
Grand Trunk Corporation 28,560 14,595 
CN Telecommunications 25,194 20,060 
CN Trucking ; 2,301 1,696 
CN Express (33,554) (32,952) 
CN Passenger (49,864) (50,605) 
CN Hotels (2,255) (144) 
CN Marine — — 
Miscellaneous 14,264 184,080 32,112 141,866 
Interest Interest on long-term debt, 
less interest received 
on loans to Air Canada 149,021 120,809 
Net interest on short-term 
borrowings Sao 8,149 
154,776 128,958 
Income before income taxes and 
extraordinary item 29,304 12,908 
Income taxes 12,500 5,900 
income before extraordinary item 16,804 7,008 


Reduction in income taxes 
On application of prior 
years’ losses 11,214 4,756 
Net income $ 28,018 $ 11,764 
See accompanying notes to consolidated financial statements 


Consolidated Statement of Earned Surplus 


Year ended December 31 


1977 1976 
(in thousands) 
Balance, January 1 $11,764 $ — 
Net income for the year 28,018 11,764 
Balance, December 31 $39,782 $11,764 


See accompanying notes to consolidated financial statements 
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Canadian National Railway System 


Consolidated Statement of Changes in Financial Position 


ae cee eT et ST IN RG TE PIR IT OS ST os ae Ge NE eT SA en Sw Oe Bae EE 
Year ended December 31 


1977 1976 


(in thousands) 


Working Capital (Deficiency), 

beginning of year $ 25,255 $ (12,634) 
Funds Provided Net income for the year 28,018 11,764 

Add (deduct) items not involving 

the current provision or use of funds 

—depreciation 165,023 154,526 

—equity in net income of companies 

accounted for by equity method, 


less dividends received (79) (48) 
—amortization of discount on long- 

term debt 845 877 
—other 27,319 (3,075) 
Funds from operations 221,126 164,044 
Sale of 4% preferred stock 73,991 68,232 


Government of Canada loans 
—as authorized by CNR Financing 

and Guarantee Acts of 1941 and 

1942, for purchase of unmatured 

securities of the Company as 

required by conditions of their 

issue 9,413 Was 
—as authorized by CNR Refunding 

Act, 1955, for payment of out- 

standing securities of the Company 


at maturity 5/011 — 
Issuance of CNR Bonds 165,935 83,232 
Repayments of advances by 

Air Canada — 33,343 
Repayments of advances by jointly- 

operated companies 2,096 ~— 
Long-term financing for purchase of 

rolling stock 12,589 130,184 


Sale of rolling stock purchased in 
prior year, sold and leased back 


in current year 5,419 5,001 
Retained proceeds from properties 
retired 16,630 23,394 
Total Funds Provided 560,210 514,564 
Funds Used Additions to property investment 372,658 411,476 
Investments in jointly-operated and 
other companies 815 142 
Discount on issuance of bonds 450 — 
Reduction of long-term debt 87,561 65,057 
Total Funds Used 461,484 476,675 
Increase in Working Capital 98,726 37,889 
Working Capital, end of year $123,981 $ 25,255 


See accompanying notes to consolidated financial statements 
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Notes to Consolidated Financial 
Statements 


NOTE 1: Summary of Significant 
Accounting Policies 


Introduction 

At the date of issuing these financial 
statements, there is before Parliament 
a Bill entitled ““An Act to amend the 
Canadian National Railways Capital 
Revision Act and the Railway Act and 
to amend and repeal certain other 
statutes in consequence thereof”. If 
enacted and implemented in its 
present form, the Bill, the effects of 
which are more fully described in 
Note 13(a), will significantly alter the 
existing debt and equity structure of 
the Company and will affect certain 
aspects of existing arrangements for 
future financing. Similarly, a Bill, 
which has now been enacted but for 
which the date of coming into force 
has not yet been fixed by proclamation 
(see Note 13(b)), is expected to result 
in the elimination of the Company’s 
investment in Air Canada and an 
equivalent amount of Company debt 
to the Government of Canada. These 
financial statements and accompa- 
nying notes (except for Note 13) 
reflect the financial position and 
arrangements as they exist under 
present legislation with no recognition 
being given to these changes. 


All references in these Notes to the 
“Company” include the Canadian 
National Railway Company and its 
consolidated subsidiaries, and all 
references to the “System” mean 
Canadian National Railway Company 
and its consolidated subsidiaries 
together with the lines of railway and 
marine, telecommunications and 
other property owned by the Govern- 
ment of Canada and entrusted to the 
Company for management and 
operation. 


a. Principles of Consolidation 


Consistent with the legislation gov- 
erning the System, the consolidated 
financial statements include the ac- 
counts of the Canadian Government 
Railways, entrusted to the Company 
by the Government of Canada. They 
also include the accounts of all subsi- 
diaries except Air Canada and VIA 
Rail Canada Inc. The Company does 
not have effective control over the 
operations of these subsidiaries, the 
investments in which are carried at 
cost. See also Notes 2 and 13(b) 
regarding pending legislation elim- 
inating the Company’s investment in 
Air Canada and the pending divest- 
ment to the Government of Canada of 
the Company’s investment in VIA 

Rail Canada Inc. 


Investments in jointly operated com- 
panies in which the Company has 
less than a majority interest are ac- 
counted for by the equity method 
where appropriate. 


b. Material and Supplies 

The inventory has been priced at 
laid down cost based on weighted 
average cost for ties, rails and fuel, 
latest invoice price for new materials 
in stores, and at estimated utility or 
sales value for usable second hand, 
obsolete and scrap materials. 


c. Insurance Fund 

The System is self-insured for various 
risks, maintaining a separately in- 
vested fund. The provision for insur- 
ance represents the estimated amount 
of self-insured losses to be adjusted. 


d. Property 

Property is carried at cost, which, in 
the case of properties brought into 
the System at January 1, 1923, is the 
aggregate of the values then appear- 
ing in the books of the railways now 
comprised in the System, less a 
write-down of $262.8 million at the 
time of capital revision in 1937. 


Accounting for railway and telecom- 
munications property is carried out in 
accordance with rules issued by the 
Canadian Transport Commission and 
the Canadian Radio-television and 
Telecommunications Commission 


respectively (Canadian property), and 
the Interstate Commerce Commission 
(United States property), except, in 
the case of United States property, 
for the application of depreciation 
accounting to ties, rails, other track 
material and ballast as referred to 
below under Depreciation. Major ad- 
ditions and replacements generally 
are capitalized with the exception of 
labour costs relating to track material 
replacement which are charged to 
expense. 


The cost of depreciable assets retired 
or disposed of, less salvage, is 
charged to accumulated depreciation, 
in accordance with the group plan 

of depreciation. 


e. Depreciation 

Depreciation is calculated at rates 
sufficient to write off properties over 
their estimated useful lives, generally 
on astraight-line basis in accordance 
with the group method. For railway 
and telecommunications properties, 
certain rates are authorized by the 
Canadian Transport Commission, the 
Canadian Radio-television and Tele- 
communications Commission and the 
Interstate Commerce Commission. 
The rates for significant classes of 
assets are as follows: 


Annual Rate 
Ties 3.25% 
Rails S/o 
Other track material 1.90% 
Ballast 4.00% 
Road locomotives 460% 
Freight cars 2.97% 
Commercial communication 
systems 4.18% 


f. Leases 

Rentals under lease arrangements are 
charged to expense on an accrual 
basis. 


g. Pensions 

Current service costs are charged to 
operations, and funded, as they 
accrue. 


Prior service costs are charged to 
operations over varying periods to 
2027, as set out in Note 8, and are 
being funded by annual payments 
covering principal and interest over 
varying periods to 2006 (2014 in the 
case of U.S. Plans) as permitted by 
regulatory authorities. 


h. Foreign Exchange 

Assets and liabilities in foreign cur- 
rencies have been translated into 
Canadian dollars at current rates 
except for investments, property in- 
vestment and long-term debt for 


which historical rates have been used. 


Income is charged or credited with 

all exchange differences. Income and 
expenses of foreign subsidiaries 
have been translated at average rates 
during the year except for deprecia- 
tion provisions which are on the same 
basis as the related property invest- 
ment. 
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NOTE 2: Investments The composition of investments is as follows: 
RN 


December 31 


1977 1976 


(in thousands) 


Unconsolidated wholly-owned 
subsidiaries, at cost 


Jointly-operated companies, on 
equity method where appropriate, 
or at cost less provision for any 
impairment in value 


Other companies, at cost 
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Air Canada 
Capital stock 
Debentures 
Advances 


See Note 13(b) concerning a subse- 
quent event which may have the effect 
of eliminating this investment in Air 
Canada and an equivalent amount of 
Company debt to the Government 

of Canada. 


VIA Rail Canada Inc. 
Capital stock 


Order-in-Council No. 1977-9/3148 
dated November 3, 1977, approved 
the disposition by the Company to the 
Government of Canada of all of the 
issued and outstanding capital stock 
of VIA Rail Canada Inc. Authority 

for the Government to disburse the 
funds required for this transaction 
($100,000) is contained in Appropria- 
tion Act No. 3, 1977-78, enacted on 
December 15, 1977. It is expected 
that the Company will divest itself of 
this investment during 1978. 


Percentage 


of Ownership 


Chicago & Western Indiana 


Railroad Company 20% 
The Detroit & Toledo Shore 

Line Railroad Company 50% 
Northern Alberta Railways 

Company 50% 
The Toronto Terminals 

Railway Company 50% 
Other 


Eurocanadian Shipholdings 


Limited 18% 
Intercast, S.A. 18% 
Total 


$ 5,000 $ 5,000 
91,066 95,086 
253,411 249,391 
349,477 349,477 
100 — 
7,138 9,033 
5,786 5,543 
25,908 26,563 
9,182 9,182 
5,962 4,957 
53,976 55,278 
11,900 11,900 
100 100 
12,000 12,000 


$415,553 $416,755 


NOTE 3: Property Investment 
December 31, 1977 


December 31, 1976 


Cost Accumulated Net Cost Accumulated Net 
Depreciation Depreciation 
(in thousands) (in thousands) 
Railway 
Canadian Lines (1) $5,043,402 $2,257,996 $2,785,406 $4,835,383 $2,198,797 $2,636,586 
Grand Trunk Corporation 351,218 124,065 PPT WSS 330,297 116,141 214,156 
5,394,620 2,382,061 3,012,559 5,165,680 2,314,938 2,850,742 
CN Telecommunications 461 327 151,344 309,983 443,594 153,205 290,389 
CN Trucking 49,497 Zom OO 26,342 50,752 25,014 25,738 
CN Hotels 118,538 51,690 66,848 115,866 48,435 67,431 
Other | 90,282 7,672 82,610 85,066 7,004 78,062 
719,644 233,861 485,783 695,278 233,658 461,620 
$6,114,264 $2,615,922 $3,498,342 $5,860,958 $2,548,596 $3,312,362 
Amounts included above with respect 
to Canadian Government Railways 
entrusted to the Company by the 
Government of Canada and estimated 
accumulated depreciation $ 782,565 $ 424800 $ 357,765 S$) 760,235) $" 414,000) $ 346,285 


(1) Includes CN Rail, CN Express, 
CN Passenger and CN Marine 
properties. 


Following the incorporation of VIA 
Rail Canada Inc. during the year to 
manage and control rail passenger 
services (other than commuter) in 
Canada, discussions were initiated 
and are in progress concerning the 
disposition by the Company of pas- 
senger train cars carried at a net book 
value at December 31, 1977, of 
$51.6 million and certain other pas- 
senger-related facilities. 


31 


NOTE 4: Long-Term Debt 


Maturity Currency in December 31 
which payable 
reese 1977 1976 
(in thousands) (in thousands) 
Bonds and Debentures 
Canadian National 5% 
18 Year Bonds (a) May 15, 1977 Canadian $ — $. °° .68:775 
Canadian National 4% 
23 Year Bonds (a) Feb. 1, 1981 Canadian 300,000 300,000 
Canadian National 534% 
25 Year Bonds (a, b) Jan. 1, 1985 Canadian 76,867 79,667 
Canadian National 898% 
10 Year Bonds Nov. 15,1986 U.S. $85,000 83,232 83,232 
Canadian National 87s % 
10 Year Bonds (b) Mar. 1, 1987 Canadian 57,000 = 
Canadian National 5% 
27 Year Bonds (a, b) Oct. 1, 1987 Canadian 12ieoee 125,381 
Canadian National 898% 
25 Year Sinking Fund 
Debentures (b) July 1, 2002 U.S. $100,000 105,935 oe 
Buffalo and Lake Huron 52% 
1st Mortgage Bonds Perpetual Sterling 795 795 
Buffalo and Lake Huron 512 % 
2nd Mortgage Bonds Perpetual Sterling 220 1,228 
Amount included in current 
liabilities — (11,764) 
Total Bonds and Debentures 746,589 647,314 
Government of Canada Loans 
and Advances (c, h) 
Canadian Government Railways 
advances for working capital Canadian 16,984 16,984 
Financing and Guarantee Acts 
loans (d) Canadian 250,860 271,193 
Refunding Act, 1955 loans for debt 
redemption (d) Canadian 1,069,118 991,859 
Loans for capital expenditures (e) Canadian 128,492 131,486 
Amounts included in current liabilities (11,486) (6,379) 
Total Government of Canada 
Loans and Advances 1,453,968 1,405,143 
Other 
Amounts owing under equipment U.S. $185,699 
purchase agreements (f) (1976 - $180,142) 186,050 179,446 
Amounts included in current liabilities (6,603) (5,286) 
Total Other 179,447 174,160 
2,380,004 2,226,617 
Less: unamortized discount on 
long-term debt Sie 4,146 
Long-Term Debt $2,376,253 $2,222,471 
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a 


a. 
Guaranteed by the Government of 
Canada. 


b. 
It is a condition of the 534% bonds 
due in 1985 and the 5% bonds due in 
1987, that the Company will use its 
best efforts to purchase during each 
quarter of each calendar year to 
maturity when available in the open 
market at prices not greater than their 
respective original issue prices, at 
least Y2 of 1% of the principal amount 
of the issue. 


f. 

Secured by rolling stock and payable 
by principal instalments in U.S. 
dollars, as follows: 


Itis a condition of the 8% % bonds 
due in 1987 that the Company will use 
its best efforts to purchase bonds 
during each of the following twelve- 
month periods and in the aggregate 
principal amounts set forth below: 


During each 12-month 


period commencing Principal 
March 1 Amount 
1978 $2,400,000 
1979 1,800,000 
1980-1986 1,200,000 


in each case at a price not exceeding 


the offering price (99% %). 


For the 8% % debentures due in 2002, 
there is a mandatory sinking fund 
provision under which the Company 
will pay before July 1, in each of the 
years 1983 to 2001 inclusive, an 
amount sufficient to redeem U.S. 
$5,000,000 principal amount of de- 
bentures at 100% of their principal 
amount or deliver to the sinking fund 
debentures otherwise acquired of 
equivalent principal amount. 


c. 
Weighted average interest rate on 
Government of Canada loans and 
advances outstanding at December 
31, 1977, was 7.7% per annum. 


d. 

Government of Canada loans in the 
amount of $521.0 million falling due 
within twelve months are included in 
long-term debt rather than in current 
liabilities at that date, since they are 
expected to be refinanced with the 
Government, as described in Note (g) 
below. These Government of Canada 
loans comprise $465.2 million in the 
form of six-month or demand notes 
and $55.8 million of other loans. 


e. 
Payable by semi-annual instalments 
of $7.16 million covering principal 
and interest to August 21, 1995. 


Principal Semi-annual Period Annual Interest 
outstanding Instalment Rate 
December 31, 
1977 From To 
(in thousands of U.S. dollars) 

$ 8,400 $1,200 January 1978 January 1981 9.00% 

38,000 1,900 July 1981 January 1991 9.75% 

50,000 2,500 July 1981 January 1991 9.75% 

940 January 1978 July 1981 ? a 

i260 1,880 January 1982 July 1982 § Bue 

, 704 January 1978 January 1982 ° 
eee 1,409 July 1982 January 1983 pou 

33,840 1,880 January 1983 July 1991 9.00% 

ZoreoD 1,409 July 1983 January 1992 8.50% ) : 
3,030 Various” May 1978 November 1989 8.125% pispeyabie by Sen 
6,336 231 June 1978 December 1992 8.625% of $200,000 repre- 

senting blended 
payments of prin- 
cipal and interest, 
ie NAC 
no s 
Quarterly monis increase! 
Instalment from year to year. 
1,006 67 January 1978 July 1981 8.35% 
$185,699 
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NOTE 5: Shareholder’s Equity 


g. 
Principal amounts due in the years 
indicated, and expected Government 
refinancing, on debt outstanding at 
December 31, 1977, are as follows: 


Principal amount 


Expected Government 


maturing refinancing 
(in thousands) 

Year ending December 31: 
1978 DS GeOS $ 55,800 
1979 340,771 317,000 
1980 105,339 81,000 
1981 492,938 467,250 
1982 223,546 198,941 
1983 - 1987 455,194 198,399, 
1988 - 1992 Lover 
1993 - 1997 60,473 
1998 - 2002 26,480 


Amounts of maturing principal for 
each period, shown as “‘Expected 
Government refinancing” in the above 
table, represent the portion of princi- 
pal amounts maturing of a type which 
has been customarily refinanced with 
the Government in the past. Recent 


a. 
The capital stock of the Canadian 
National Railway Company (other 
than the 4% preferred stock) and the 
capital investment of Her Majesty in 
the Canadian Government Railways 
are included in the net debt of Canada 
and disclosed in the historical record 
of Government assistance to railways 
as shown in the Public Accounts of 
Canada. 


b. 

As authorized by annual Government 
appropriation the Government of 
Canada purchases 4% preferred 
stock at the price of $1 per share, in 
amounts equal to approximately 3% 
of gross revenues for the period. 
Amounts recorded under this arrange- 
ment for the two years ended De- 
cember 31, 1977, were as follows: 


Year ended December 31 
1977 1976 
(in thousands of shares) 


refinancings with the Government 
were made subject to amortization 
of the principal amount over a period 
of 20 years. It is to be expected that 
at least some portion of future refi- 
nancings will be subject to amortiza- 
tion. Principal amounts maturing in 
excess of expected Government h. , 
refinancing represent the principal See Note 13(a) and 13(b) regarding 
amount of the 898% bonds, due subsequent events which are ex- 
1986,the 8% % bonds due 1987, and pected to alter significantly the 

the 88% debentures due 2002, amounts of Government of Canada 
including planned amortization of a loans and advances outstanding and 
portion of the principal amounts arrangements for their repayment. 
thereof prior to maturity, and amounts 

required for amortization of debt 

with respect to which amortization 

schedules have been fixed. 


Balance — beginning of year 
Additions during year 


Balance — end of year 


Excluded from principal amounts 
maturing in the above table is the 
principal amount of Government 
loans under various Canadian Na- 
tional Railways Financing and Guar- 
antee Acts and the Canadian National 
Railways Refunding Act, 1955, which 
are in the form of six-month or 
demand notes and have been con- 
sistently refinanced with the Govern- 
ment at maturity. The outstanding 
principal amount of these loans was 
$465.2 million at December 31, 1977. 
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1,504,478 1,436,246 
73,991 68,232 
1,578,469 1,504,478 


Cc. 

Capital investment of Government of 
Canada in Canadian Government 
Railways represents the assets 
entrusted to the Company by the 
Government of Canada for manage- 
ment and operation at the book values 
at the time of their entrustment. 


NOTE 6: Major Commitments 


RIE aaa—  e e 


a. 
The Company had commitments as at 
December 31, 1977, for rental under 
leases, the significant portion of 
which is in respect of railway rolling 
stock. These commitments are as 
shown below: 


eee eee ee ere ne et eee Ee re en 
Non-Cancellable Leases 


Capital Leases 


(in thousands) 


Year ending December 31: 
1978 

1979 

1980 

1981 

1982 

1983 - 1987 

1988 - 1992 

1993 - 1997 

1998 


Total minimum lease payments 

Less amount representing interest 
Present value of net minimum lease 
payments under capital leases 

Many of the leases provide renewal 
options and an option to purchase the 
property at fair market value at the 
end of the lease term. 


b 


Rental expenses under lease arrange- 
ments were: 


Total expenses 


Capital leases 


$ 28,899 $ 50,350 
28,899 48,621 
32,375 47,179 
32,584 45,158 
32,688 43,351 

173,261 179/926 
76,816 80,159 
7,288 12,583 
811 952 
413,621 $504,279 
236,650 
$176,971 


Year ended December 31 


1977 1976 
(in thousands) 
$115,287 $ 96,864 
$ 26,214 $ 21,700 
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Cc: 

Net reduction in income and in- 
creases in assets and liabilities in the 
consolidated financial statements, 
which would have arisen if leases 
satisfying the criteria of capital leases 
under accounting principles pro- 
posed by the Canadian Institute of 
Chartered Accountants had been 
capitalized, are as follows: 


Net reduction in income 


Increase in Assets 

Property Investment 
Leased property under capital 
leases 
Less accumulated amortization 


Increases in Liabilities 

Current Liabilities 
Present value of obligations under 
capital leases 


Non-Current Liabilities 
Present value of obligations under 
capital leases 
Less current portion 


Year ended December 31 


1977 1976 

(in thousands) 
$ 6,361 $ 6,875 
$209,201 $198,936 
50,027 36,704 
$159,174 $162,232 
$ 9,882 $ 9,228 
$176,971 $176,325 
9,882 9,228 
$167,089 $167,097 


NOTE 7: Subsidies 


Railway revenues include the follow- 
ing subsidies from the Government 
of Canada: 


a. 
payments under the Railway Act paid 
under authority of that Act and Appro- 
priation Act No. 4, 1975 in respect 

of certain uneconomic operations, 
services and prescribed rates which 
railways are required by the Railway 
Act to maintain 


b. 
vessel subsidies 


Cc. 
Maritime Freight Rates Act and 
Atlantic Region Freight Assistance 
Act subsidies 


During 1977, an error was discovered 
which had caused claims for pay- 
ments under the Railway Act sub- 
mitted in respect of 1974 and 1975 to 
be overstated by $22,300,000. The 
correction of this error increased the 
reported deficits for the years 
affected, and an equivalent amount 
has accordingly been recovered 
from the Government of Canada. 


NOTE 8: Pensions 


The Company has retirement benefit 
plans covering substantially all its 
employees under which they are 
entitled to benefits at retirement age, 
based on compensation and length of 
service. Pension costs are as follows: 


Year ended December 31 


1977 1976 

(in thousands) 
$240,621 _ $255,218 
94,614 85,863 
14,166 15,332 
$349,401 $356,413 

Year ended December 31 

1977 1976 

(in thousands) 
$ 148,304 $ 143,207 
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The amount of past service costs 
remaining to be charged to operations 
at December 31, 1977, based on the 
latest actuarial valuation as at 
December 31, 1975, adjusted for 
subsequent changes, amounted to: 


At December 31 
1977 1976 
(in thousands) 


Canadian 
plans $1,048,841 $1,058,720 
U.S. plans 14,241 14,342 


$1,063,082 $1,073,062 


This amount is being charged to 
operations in the following annual 
amounts, including principal and 
interest: 


Annual Cost 

(in thousands) 
1978 - 1992 GuelOoroile 
1993 - 1996 27,046 
1997 - 2014 22,936 
2015 - 2027 22,040 


The charge to operations was deter- 
mined ona basis consistent with the 
previous year and exceeded the 
funding requirement by $23,177,000, 
which amount is included in the 
Consolidated Balance Sheet in Other 
Liabilities and Deferred Credits. 


The actuarially-computed value of 
vested benefits at December 31, 1975, 
the date of the latest actuarial valua- 
tion, exceeded the total of the pension 
funds at that date by $463.4 million. 


NOTE 9: Income Taxes AS 


Undepreciated capital cost for income 
tax purposes exceeds the net book 
value of depreciable assets by about 
$1.4 billion which is available to 
reduce taxable income of future years. 


NOTE 10: Earned Surplus 


A 


Earnings remaining after payment of 
non-cumulative dividends on the 4% 
preferred stock of Canadian National 
Railway Company must be paid to 

the Receiver General for Canada, 
unless the Governor in Council directs 
that the whole or any part of such 
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amount shall be applied in discharge 
of such obligations of the System as 
the Governor in Council may pre- 
scribe. 


The surplus at December 31, 1976, 
was carried forward in the balance 
sheet and on March 30, 1977, the 
Governor in Council by Order-in- 
Council No. 1977-844 directed that an 
amount equal to the net income 
remaining in the accounts of the Sys- 
tem for the 1976 fiscal year, being 
$11,763,744, be applied in partial dis- 
charge of the 5% bonds of the Com- 


pany which matured on May 15, 1977. 


This amount has now been so applied 
and has been reclassified as a cur- . 
rent liability as at December 31, 1976. 
The net income remaining for the 
1977 fiscal year has been similarly 
carried forward in anticipation of 
authority to apply an equal amount in 
discharge of specified obligations. 


NOTE 11: Anti-Inflation Act 


The Anti-Inflation Act provides for the 
restraint of profit margins, prices, 
dividends and compensation. The 
System is subject to this legislation 
but has no unrecorded or contingent 
liability in that respect. 


NOTE 12: Restatement of 
Comparative Figures 


During 1977, changes were made to 
improve the classification of certain 
items and for comparative purposes 
the related figures for 1976 have been 
restated. 


NOTE 13: Subsequent Events 
a. 
Legislative proposals are before 
Parliament which, if enacted, would 
consolidate into no par value capital 
stock of the Company all the elements 
of Shareholder’s equity other than 
earned surplus; it would also increase 
Shareholder’s equity by the conver- . 
sion to capital stock of an amount of 
$808 million of debt owing to the 
Government of Canada. The effective 
date of these changes would be 
December 31, 1977. 


The proposed legislation would also: 
—consolidate into one debt all re- 
maining debt of the Company to the 


Government, on terms and condi- 
tions to be approved by the Gover- 
nor in Council on the recommenda- 
tion of the Minister of Finance and 
the Minister of Transport; 


—repeal present legislation which 
requires the Company to pay all 
earnings to the Government unless 
the Government directs that all or 
part of such earnings be applied in 
discharge of specified Company 
obligations; 


—repeal the statutory prohibition 
against funding any income deficit; 


—require payment to the Receiver 
General for Canada of a dividend 
equal to.20% of net income for 
1978 and subsequent years, or 
such greater percentage as the 
Governor in Council may direct; 


Concurrent with adoption of the pro- 
posed legislation, the arrangement 
whereby the Government of Canada 
has made annual purchases of the 
Company’s 4% preferred stock to 
provide funds for the Company’s 
capital expenditures will be disconti- 
nued. At the same time the acquisition 
of 4% preferred stock by the Minister 
of Finance for 1977 would be re- 
stricted to an amount of $51,448,697. 
This would effectively reduce the 
amount of preferred stock to be con- 
solidated as no par value capital 
stock in the Pro Forma Consolidated 
Balance Sheet as at December 31, 
1977, by 22,542,145 shares to 
1,555,926,732. 


b. 

On February 2, 1978, Royal Assent 
was given to legislation which, when it 
comes into force on a day to be fixed 
by proclamation, will cancel the Air 
Canada shares held by the Company 
and will authorize cancellation of 
Company debt to the Government 
equal to the Company’s investment in 
the capital stock of Air Canada. The 
legislation will also authorize the 
Government to cancel Air Canada 
debt to the Company and an equiva- 
lent amount of Company debt to 

the Government. 


SS eee 


c. 
The following table illustrates the 
changes in the Consolidated Balance 
Sheet that implementation of the 
legislation described in Note 13(a) 
and 13(b) would bring about: 


As reported Pro Forma 
December 31, December 31, 
1977 1977 
(in thousands) 
Assets 
Current assets $ 713,443 $ 690,901 
Insurance fund 15,188 15,188 
Investments ALS 553 66,076 
Property investment 3,498,342 3,498,342 
Other assets and deferred charges 0,099 59,695 
$4,698,221 $4,326,202 
Liabilities 
Current liabilities $ 589,462 $ 589,462 
Provision for insurance 15,188 15,188 
Other liabilities and deferred crecits 114,175 114,175 
Long-term debt 2,376,293 1,218,776 
Capital stock of subsidiary companies 
owned by public oS SERBS 4,345 
3,099,423 1,941,946 
Shareholder’s Equity 
4% preferred stock of Canadian 
National Railway Company 1,578,469 
Capital investment of Government of 
Canada in Canadian Government 
Railways 428 397 
Reduction in recognition of deprecia- 
tion attributable to years prior to 
the adoption of depreciation 
accounting (807,813) 
Capital stock of Canadian National 
Railway Company, no par value: 
6,000,000-shares authorized, 
issued and outstanding $359,963 2,344,474 
Earned surplus 39,782 399,745 39,782 
1,598,798 2,384,256 
$4,698,221 $4,326,202 


d. 

Canaven Limited, a wholly-owned 
subsidiary of the Company, was in- 
corporated in 1976 to bid for the 
construction, equipping and commis- 
sioning of a new 700-kilometre rail- 
way line in Venezuela. Subsequently, 
Canaven has entered into a con- 
sortium agreement with Spanish and 
Venezuelan participants under the 
name ‘‘Escaven’’. Escaven is currently 
negotiating a general contract with 
Venezuelan national railway interests 
under which Escaven would have 
responsibility for the above-described 
undertaking. 


e. 

Early in 1978, the Company arranged, 
subject to approval by the Governor 
in Council, to sell, by way of a private 
placement, sinking fund debentures 
payable in U.S. currency and to 
mature in 1998 in an amount not to 
exceed U.S. $125 million. 


f. 

By Order-in-Council dated February 
9, 1978, the Company received 
authorization to acquire all of the 
issued shares of CN Marine Corpora- 
tion which will be a consolidated 
subsidiary. This Company was recent- 
ly incorporated with the intention of 
having it own and operate the vessels 
and facilities used in Atlantic Prov- 
inces ferry and coastal services which 
are at present operated by the Com- 
pany. It is expected that these proper- 
ties will be transferred from the 
Government to the Company for con- 
veyance to CN Marine Corporation, 
which will thereafter provide the 
vessel services under compensatory 
contract arrangements with the 
Government. The value of assets 
transferred from Government owner- 
ship will be recorded as an increase 
in the Company's Shareholder’s 
equity. 
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Auditors’ Report 
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COOPERS & LYBRAND 


CHARTERED ACCOUNTANTS 


To The Honourable The Minister of Transport, 
Ottawa, Canada. 


We have examined the consolidated balance sheet of the 
Canadian National Railway System as at December 31, 1977 and the 
consolidated statements of income, earned surplus and changes in 
financial position for the year then ended. Our examination was 
made in accordance with generally accepted auditing standards, and 
accordingly included such tests and other procedures as we considered 
necessary in the circumstances. 


In our opinion these consolidated financial statements are 
properly drawn up so as to give a true and fair view of the state of 
affairs of the System as at December 31, 1977 and the results of its 
operations and the changes in its financial position for the year then 
ended in accordance with generally accepted accounting principles applied 
on a basis consistent with that of the preceding year. 


Also, in our opinion, proper books of account have been kept 
and the transactions that have come to our notice have been within the 
powers of the System. 


Montreal, Canada, 


February 24, 1978. Chartered Accountants. 
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